NEWS RELEASE

JFor Release --

The audit report of Laurens Municipal Broadband Communications Utility for the year ended December 31,
2004 has been released. This report was issued by Hunzelman, Putzier & Co., PLC, C.P.A's and filed with David A,
Vaudt, Auditor of State.

A copy of the audit report is available for review in the office of the Auditor of State and the Superintendent’s

office.
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INDEPENDENT AUDITOR'S REPORT

Board of Trustees
Laurens Municipal Broadband Communications Utility
Taurens, lowa

We have audited the accompanying financial statements of Lauwrens Municipal Broadband Communications
Utility, a component unit of City of Laurens, as of and for the vears ended December 31, 2004 and 2003, These
financial siatements are the responsibility of the Utility's management. Our responsibility is to express an opinion
on these financial statcments based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptrofler General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounis and disclosures in the financial statements. An audit also includes
asscssing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the fimancial
position of Laurens Municipal Broadband Communications Utility as of December 31, 2004 and 2003, and the
changes in its financial position and ils cash flows for the years then ended in conformity with U.S. generally
accepled accounting principles.

As discussed in Note 9, during the year ended December 31, 2004, Laurens Municipal Broadband
Communications Utility adopted Governmental Accounting Standards Board Statement No. 34, Basic Financial

Statements - and Management's Discussion and Analysis - for State and Local Governments; Statement No. 37,
Rasic Financial Statements - and Manasemeni's Discussion and Analvsis - for State and Local Governments;

In accordance with Government Auditing Standards, we have also issued our report dated April 21, 2005 on
our consideration of Laurens Municipal Broadband Communications Utility’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, and contracts. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our aundit.




Management’s Discussion and Analysis on pages 6 through 9 is not a required part of the basic financial
statements, but is supplementary information required by the Governmental Accounting Standards Board. We
have applied limited procedures, which consisted principally of inquirics of management regarding the methods
of measurement and presentation of the supplementary information. We did not audit the information and express

ne opinion on it.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Laurens Municipal Broadband Communications Utility provides this Management’s Discussion and Analysis
of its financial statements. This narrative overview and analysis of the financial activities is for the fiscal year
ended December 31, 2004, We encourage readers to consider this information in conjunction with the Utility’s
financial statements, which follow.

FINANCIAL HIGHLIGHTS

e The Utility’s operating revenues decreased 21%, or $216,308, from 2003 to 2004,
o The Utility’s operating expenses were 7%, or $69,699, less in 2004 than in 2003,
s The Utility’s net assets decreased 7%, or $48,262, from December 31, 2003 to December 31, 2004,

USING THIS ANNNUAL REPORY

Lavrens Municipal Broadband Communications Utility is a single Enterprise Fund and presents ifs financial
statements using the economic resources measurement focus and accrual basis of accounting which is the same
measurement focus and basis of accounting employed by private sector business enterprises. This discussion and
analysis are infended to serve as an introduction to Laurens Municipal Broadband Communications Utility”s basic
financial statements. The annual report consisis of a series of financial staternents and other information, as
follows:

¢ Management’s Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the Utility s financial activities,

o The Statement of Net Assets presents information on the Utility’s assets and liabilities, with the difference
between the two reporied as net assets. Over time, Increases or decreases in net assets may serve as a
useful indicator of whether the financial position of the Utility 18 improving or deteriorating,

e The Statement of Revenues, Expenses and Changes in Net Assets is the basic statement of activities for
proprictary funds. This statement presents information on the Utility’s operating revenues and expenses,
non-operating revenues and expenses and whether the Utility’s financial position has improved or
deteriorated as a result of the vear’s activities.

s The Statement of Cash Flows presents the change in the Utility’s cash and cash equivalents during the
year. This information can assist the user of the report in determining how the Utility financed its

activities and how it met it cash requirements,

o The Notes to Financial Statements provide additional information essential to a full understanding of the
data provided in the basic financial statements.
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FINANCIAL ANALYSIS OF THE UTILITY

Statement of Net Assets

As noted earlier, net assets may serve over time as a useful indicator of the Unility’s financial position. The
Utility’s net assets for 2004 totaled approximately $597,000. This compares to approximately $645,000 for 2003.
A summnary of the Utility’s net assets is presented below.

INet Assets
2004 2003

Current assets $363,241 8425607
Capital assets at cost, less accumulated depreciation _ALLBGS 474752
Total assets 773,106 900,356
Current lHabilities 178,145 255,136
Total liabilities 178,145 L255.136

Net assets:
Invested in capital assets, net of related debt 411,865 474,752
Unrestricted _185.096 170.471
Total net assets £596,961 2645 223

The largest portion of the Utility’s net assets (69%) is invested in capital assets {¢.g., land, buildings, and
equipment), less the related debt. The remaining net assets {31%}) are the unrestricted net assels that can be used
io meet the Utility’s obligations as they come due.



Operating revenues are received for providing cable, interet, and telephone services to the residents of the
City. Operating expenses are expenses paid to operate the Utility, The utilization of capital assets is reflected in
the financial statements as depreciation, which allocates the cost of an asset over its expected useful life. A
summary of revenues, expenses, and changes in net assets for the years ended December 31, 2004 and 2003 is
presented befow:

Changes in Net Assets

2004 2003

Operating revenues:
Cable services $164,304 & 176,189
Telephone services 545,760 742,532
Internet services 113,929 110,844
Other operating revenue 9,014 19,750
Total operating revenue 833.007 1049315

Operating expenses:
Cable and internet services 235,339 241982
Telephone services 360,613 432 470
Depreciation and amortization 73,673 76,651
Customers” accounts expense 1,260 116
Administrative and general expense 186,892 177,138
Head end expenses - maintenance 4,236 2,184
Head end expenses - operations 19.256 20,427
Total operating expenses 881,264 950,968
Increase (decrcase) in net assets {48,262) 98,347
Net assets, beginning of year 043,723 546 876
Net assets, end of vear $596.961 § 645223

The Statement of Revenues, Expenses, and Changes in Net Assets reflects a negative year with a decrease in
the net assets at the end of the year,

The Utility’s operating revenue decreased 21%, or $216,308, from 2003 to 2004 primarily because of changes
in access {ees and the increased use of celiular phones. In 2003, the Utility backbilled the long distance carriers
for common carrier line charges. This accounts for over 5120,000 in additional revenues in 2003, Long distance
revenues are down because of the increased use of cellular phones and voice over internet protocol.

The Utility"s operating expenses decreased 7%, or $69.699, from 2003 to 2004 because of the reduced access
fees and long distance fees. If the revenues from access fees and long distance fees are down, then Long Lines

commission is also reduced.

Statement of Cash Flows

The Statement of Cash Flows presents information related to cash inflows and outfiows, summarized by
operating, and capital and related financing activities, Cash provided by operating activities includes charges for
service reduced by payments to employees and to suppliers. Cash used from capital and related {inancing
activities includes the purchase of capital assets.



CAPITAL ASSETS

At December 31, 2004, the Utility had approximately $412,000 invested in capital assets, net of accumulated
depreciation of approximately $438,000. Depreciation charges totaled $73,673 for 2004. More detailed
information about the Utility’s capital assets is presented in Note 3 to the financial statements and in Schedule 1
of the supplementary information.

ECONOMIC FACTORS

The current condition of the economy in the state continues to be a concern for Utility officials. Some of the
realities that may potentially become challenges for the Utility to meet are:

e Facilities at the Utility require constant maintenance and upkeep,

¢ Technology continues to expand and current technology becomes outdated presenting an on going
challenge to maintain up to date technology at a reasonable cost.

Competition in the telecommunication industry continues to grow, Customers demand more services and
being a small utility makes it tough to compete agaiust the larger companies.

The Utility has buried fiber between Laurens and Spencer. This fiber project will make it possible to bring
special products and services to our customers that we otherwise could not afford to offer. These services include
digital cable, pay-per-view, and high definition services.

The Utility has agreed to lease space on their tower to Cellular One. They in turn have agreed to install
equipment to offer additional services to the area. This will generate revenue for the Utility and promote

economic development in Laurens by improving the cellular reception.

Due to the fiber project last fall and the requests trom Celiular One and Jack Links, the Utility will begin
offering special telephony and data circuits in 2003,

CONTACTEING THE UTTLITY S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers. customers, and creditors with a general
overview of the Utility’s finances and to show the Utility’s accountability for the money it receives. If you have
questions about this report or need additional financial information, contact Laurens Municipal Power and
Communications Utility, 272 N, Third Street, Laurens, lowa.



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
STATEMENT OF NET ASSETS Exhibit A
DECEMBER 31, 2004 AND 2003

ASSETS

2004
CATV & 2003
Telephone Internet Total Total
UTTLITY PLANT
Utility plant in service S 99,786 § 749,769 3849555 $ 838,760
Less accumnlated depreciation 58,078 379612 437 6590 364,017
Total net utility plant 41.708 370,157 411,865 474352

CURRENT ASSETS
Cash and cash equivalents 412,475 {163,378 249,097 132,518
Accounts receivable (less provision for
doubtful accounts of $1,750 in 2004 and

$6,200 11 2003) 01,380 20,303 112,183 290,886
Prepaid expenses 1.373 588 1,961 2,203
Total current assets 505,728 {142 487 363 243 425 607
Total assels 3547 436 § 227670 S775 100 g 906 359
LIABILITIES AND NET ASSETS
2004
NET ASSETS

Invested in capital assets, net of related debt % 41,708 % 370,157 $411,863% $ 474,752
Unrestricted 411,521 {226.425) 185,096 170,473
Total net assets 453,229 143,732 596,961 645227

CURRENT AND ACCRUED LIABILITIES
Accounls payable 86,742 80,255 166,997 231,045
Other current and accrued liabilities 7465 3,683 11,148 Q 880
Tetal current and accrued liabilities 94 207 53938 178.145 240,025
DEFERRED REVENUE - - - 14211
Total lHabilities and nel assets $547 434 5227670 $775,.106 $ 900,359

The accompanying notes are an integral part of this statement.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY

STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS

YEARS ENDED DECEMBER 31, 2004 AND 2003

QPERATING REVENUES

OPERATING EXPENSES

CATV and internet services

Telephone services

Depreciation and amortization

Customers’ accounts expense

Administrative and general expense

Head end expenses - main{enance

Head end expenses - operations
Total operating expenses

Operating income (loss) and
changes in net assets

Net assets, beginning of year

Net assets, end of vear

Foxhibit B
2004

CATV & 2003

Telephone Internet Total Total
$850,525 $282.482 S$83I2 007 $1.049313
- 235339 235,339 241,982
360,613 - 360,612 432 470
8,200 65,464 73,673 76,651
T 303 1,260 116
130,910 55,082 186,892 177,138
1,233 3,003 4,236 2,184
8,047 11,209 19,256 20,427
509,769 371,500 881,269 950,968
40,756 (89,018} {48,262) 9%,347
412,473 232,750 645,223 546,876

453,429 $143,732 $596.961

$_645223

The accompanying notes are an integral part of this staiement.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2004 AND 2003

INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS
CASH FLOWS FROM OPERATING ACTIVITIES:
Cagh received from customers
Cash paid to suppliers and emplovees
Net cash provided by {used in) operating activities

CASH FLOWS FROM CAPITAL AND
RELATED FINAMCING ACTIVITIES:
Additions to utility plant
Net cash used in capital and related
financing activities

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

Cash and cash equivalents at beginning of vear

CASH AND CASH BEQUIVALENTS AT END
OF YEAR

RECONCIIATION OF NET LOSS YO CASH PROVIDED

BY (USED IN) OPERATING ACTIVITIES:
Operating income {Joss)
Adjustments to reconcite operating income (loss) to
cash provided by operations:
Depreciation and amortization
Changes in assets and liabiiitics:
Decrease (increase} in accounts receivable
Decrease (increase) in prepaid expenses
Increase (decrease) in accounts payable
Increase (decrease) in other liabilities

Total adjustments

Net cash provided by {(used in) operating activities

Exibit C
2004
CATV & 2003
Telephone Internet Total Total

$ 726,887 $ 270,612 § 997,499 $ 965,149
(363,377 {306,751 (870.134) (853,706}
163,310 {36.14%) 127,365 111,443
{3,015 (7.771) (10,786)  _{4.781)
(3.015) (7.771) {10,786) {4781y
160,493 {43,916} 116,579 106,662
231,980 (119.462) 132,518 25,856
£412,473 $(163.378)  5249.097 £132518
& 40,756 $ (39.018) 3 (48262 & 98347
8,209 65464 73,673 76,651
176,362 2,341 178,703 {84,101)
25 217 242 {238)
{(62,483) {1,565) (64,048} 22,928
641 {13.584) (12.943) (2.144)
122,754 52.873 175,627 13,096

L 163,510 $.£36,145)  §127.363 $ 111,443

The accompanying notes are an integral part of this statement.



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTIEITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Laurens Municipal Broadband Communications Utility is a component unit of City of Laurens. The Mayor
appoints the trustees of the Utility subject to approval by the City Council. The City Council also approves
the Utility's operating budget,

Laurens Municipal Broadband Communications Utility provides telephone, cable, and internet services to
consumers in Laurens, Iowa. Sale of local telepbone, cable, and intemnet services are billed on the twentieth
of each month for service from the first to the end of the month billed. Sales of long distance felephone
service are billed on the twentieth of each month for usage through the fifteenth of the month. An unbilled
receivable in the amount of $1,708 has been recorded for the period December 15 through December 31.
Laurens Municipal Broadband Communications Utility is billed by their telephone, cable, and internet
providers on a calendar month basis.

The Utility’s financial statements are prepared in conformity with accounting principles generally accepted
in the United States of America as prescribed by the Governmental Accounting Standards Board.

The preparation of inancial statements in conformity with acconnting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the amounts

reported in the financial statements and accompanying notes. Actual results may differ from those estimates,

Reporting Entity

For financial reporting purposes, Laurens Municipal Broadband Communications Utility has included all
funds, organizations, agencies, boards, commissions, and authorities. The Utility has also considered all
potential component units for which it is financially accountable and other organizations for which the nature
and significance of their relationship with the Utility are such that exclusion would cause the Utility’s
financial statements to be misleading or incomplete. The Govermmental Accounting Standards Board has set
forth criteria to be considered in determining financial accountability. These criteria include appointing a
voting majority of an organization's governing body, and (1) the ability of the Utility to impose its will on
that organization or (2) the potential for the organization to provide specific benefits to, or impose specific
financial burdens on, the Utility. Laurens Municipal Broadband Communications Utility has no component
units which meet the Governmental Accounting Standards Board criteria.

Basis of Presentation

The accounts of Laurens Municipal Broadband Communications Utility are organized as an Enterprise Fund.
Enterprise Funds are used to account for operations (a) financed and operated in a manner similar to private
business enterprises, where the intent of the governing body is the costs {expenses, including depreciation) of
providing goods or services lo the general public on a continuing basis be financed or recovered primarily
through user charges or (b) where the governing body has decided periodic determination of revenues
earned, expenses incurred, and/or net inconte is appropriate for capital maintenance, public policy,
management comntrol, accountability, or other purposes.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

SUMMARY OQF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

Measurement Focus and Basis of Accounting

The financial statements are reported using the economic resources measurement focus and the accrual basis
of accounting. Revenues are recorded when earned and expenses are recorded when a Hability is incurred,
regardless of the timing of related cash flows. Cirants and similar items are recognized as revenue as soon as
all eligibility requirements imposed by the provider have been met.

The Utility applies all applicable GASB pronouncements, as well as the following pronouncements issued on
or before November 30, 1989, unless these pronouncements conflict with or contradict GASE
pronouncements: Financial Accounting Standards Board Statements and Interpretations, Accounting
Principles Board Opinions, and Accounting Research Bulleting of the Committee on Accounting Procedure.

The Utility distinguishes operating revenues and expenses from non-operating items. Operating revenues
and expenses generally resull {from providing services and producing and delivering goods in connection
with the Utility’s principal ongoing operations. All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses.

Cash, Investments, and Cash Equivalents - Investments are carried at cost which approximates market value,
For the purpose of reporting cash flows, cash and cash equivalents are readily convertible to known amounts
of cash and, at the day of purchase, have a maturity date no longer than three months.

making improvements and replacements lo the system, except minor replacements, are charged to the plant
accounts while such costs incurred in making normal repairs, minor repiacements, and maintaining the assets
in efficient operating condifion are charged to expense.

Provisions for depreciation of utility plant are computed on a straight-line basis employing a group method.
The original costs of assets retived (not constituting the sale of an operating unit or system} together with the
costs of removal less salvage are charged to the related accumulated depreciation accounts. In accouniing
for the sale of operating units or systems, gains or losses are reflected in net revenue.

Provisions {or depreciation of general plant are computed on a straight-line basis employing the unit
depreciation method. The original cost of property retired is removed from the general plant accounts and
the related accumulated depreciation accounts are charged for the depreciation taken to date. Gain or loss is
recognized to the extent that the salvage value of the assets retired exceeds or falls short of the remaining
book value of the assets retired.

Compensated Absences - Utility employees accumulate a limited amount of earned but unused vacation
hours for subsequent use or for payment upon termination, death, or retirement. The Utility’s Hability for
aceurnulated vacation has been computed based on rates of pay in effect at December 31, 2004,

following required public notice and hearing in accordance with the Code of lowa. The budget may be
amended during the year utilizing similar statutorily prescribed procedures.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

The following is a comparison of revenues, expenses, and changes in net assets - actual to budget:

Variance
Favorable
Actual Budget (Unfavorable)
Revenues:
Charges for services $833,007 $884,500 % (51,493)
Miscellaneous - 8.500 {8,500)
833,007 893,000 {59,093)
Expenses 881,269 933,000 31,733
Net {48,262} (40,000) (8,262)
Net assets, beginning of year 645,223 493,876 151,347
Net assets, end of vear $506 961 453 876 $143,085
DEPOSITS

The Litility's deposits in banks at December 31, 2004 were entirely covered by Federal depository insurance,
or by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides
for additional assessments against the depositories to insure there will be no loss of public funds.

The Utility is authorized by statute to invest public funds in obligations of the United States government, its
agencies and instramentalities; certificates of deposit or other evidences of deposit at federally insured
depository institations approved by the Board of Trustees; prime eligible bankers acceptances; certain high
rated commercial paper; perfected repurchase agreements; certain registered open-end management
investment companies; certain joint investment trusts; and warrants or Improvement certificates of a
drainage district,

The Utility had no investments meeting the disclosure requirements of Governmental Auditing Standards
Board Statement Number 3.

PLANT AND DEPRECIATION PROCEDURES

Listed below are the major classes of plant as of December 31, 2004 and 2003:

CATV & 2003
Telephone Internet Total Total
Distribution plant $59 681 $716,370 $776,051 5769286
Other equipment 40,103 33,399 73504 69,483
Total plant 599 756 5749769 8449 553

Provision for depreciation and amortization has been computed at straight-line raies over the estimated
uselyl lives of the property.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

CASH AND CASH EQUIVALENTS

These funds were deposited as follows as of December 31, 2004 and 2003:

CATV & 2003
Telephone Internet Total Total
Demand deposits 5412475 5163378} $249 097 8132518

These funds bear interest at 1.25%.

PENSION AND RETIREMENT BENEFITS

The Utility contributes to the Towa Public Employees Retirement System (IPERS) which is a cost-sharing
multiple-emplover defined benefit pension plan administered by the State of lowa, IPERS provides
retirement and death benefits which are established by State statute to plan members and beneficiaries,
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines,
Lowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual covered salary and the Utility is required o
contribute 5.75% of annual covered payroll. Contribution requirements are established by State statute.
The Utility’s contribution to TPERS for the years ending December 31, 2004, 2003, and 2002, were $4,833,
$4,828, and $5,249 equal to the required contributions for cach vear.

RISK MANAGEMENT

Laurens Municipal Broadband Communications Utility is exposed to various risks of loss related to torts;
theft, damage to and destruction of assets; crrors and omissions; injurices to craployees; and natural disasters.
These risks are covered by the purchase of commercial insurance. The Utility assumes Hability for any
deductibles and clafms in excess of coverage hmitations. Settled claims from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal vears.

SIGNIFICANT AREA CONCENTRATION OF CREDIT RISK

The Unlity extends credit (o its customers on terms 1o more favorable than standard terms of the industry it
serves. A substantial portion of the Utility's customers are tocated in Laurens, Iowa. The Utility's credit
risks have been anticipated and management believes that adequate provision has been made for doubtfid
aceounts.

RELATED PARTY TRANSACTION

Pursuant to Iowa Code Chapter 28E.18 concerning the joint use of facilities through sharing agreements, the
Laurens Municipal Broadband Communications Utility and the Laurens Municipal Light and Power Plant
have entered into an agreement whereby the Communications Utility shall pay the Electric Uttlity the sum of
$130,000 on or befare the first day of June each year for the use of a portion of the Communications
distributicn system for the previous calendar vear. The term of this agreement is forty vears and payments
are due June 1 of each year. Effective Janwary 1, 2005 the agreement amount was amended to $143,000.

16



9.

LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 21, 2004 AND 2003

ACCOUNTING CHANGI,

For the year ended December 31, 2004, the Utility implemented Govermmental Accounting Standards Board
Statement No. 34, Basic Financial Statements - and Management's Discussion and Analysis - for State and
Local Governments: Statement No. 37, Basic Fipancial Statements - and Management's Discussion and
Analysis - for State and Local Governments: Omnibus; and Statement No, 38, Certain Financial Statement
Note Disclosures.

Implementation of these standards had no effect on the beginning balances of the Ulility.
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Board of Trusiees
Laurens Mumicipal Broadband Communications Utility
Laurens, lowa

The primary purpose of our examination was to formulate an opinion on the financial statements taken as a
whole. The additional information presented in the following pages was prepared on the basis of audit procedures
applied in our examination of the fnancial statements. This information, while not considered necessary for fair
presentation of the financial statements is, in our opinion, fairly stated in all material respects when considered in
relation to the financial statements taken as a whole,

1) @ T L g” W‘f”wt;\ ;
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April 21, 2005



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY

STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 21, 2004 AND 2003

OPERATING REVENUES
Sale of cable services:
Basic cable
Premiwm channels
Sale of telephone services:
Local
Long distance
Access fees
Internet
E-Business
Orther
Penalties
Converters
Miscellaneous
Total operating revenue

OPERATING EXPENSES

Cost of service:
Basic CATV programming
Premium channel programuming
E-Business
Internet fees
Transport fees
Switching fees
Long distance foes
Access fees
Billing feos
HNuminet fees
Directory listing fees
Joint use fees

Total cost of service

Head end system:
Wages and benefits
Operating expenses and supplies
Maintenance and repairs
Buildings and grounds
Drepreciation

Total head end system

Customers” accounts expense:
Bad debt expense

Administrative and general expense:
Administrative and general salaries
Office supplies and postage
Audits, legal, and consultation services
Property insurance

2004

CATV & 2003

Telephone Iniermet Total Total
- $143,688 $143,688 % 153,560
20,616 20,616 22,629
206,272 - 206,272 200,970
49,302 - 44,302 77097
290,186 - 290,186 464,465
- 113,929 113,929 110,844
- - - 6,182
2,547 - 2,547 9492
102 - 102 320
- 427 427 683
2116 3,822 5,938 3,071
550 525 282,482 833.007 1,049,315
- 99,389 99,289 91,405
- 13,733 13,733 13,951
- - - 2,290
- 39,895 39,895 44,039
34,894 10,322 45,216 74,268
78,415 - 78,415 76,654
39,785 - 39,783 42261
118,928 - 118,928 167,822
22,164 . 22,104 22,036
3,880 - 3,880 6,264
4,547 - 4,547 3,357
38,000 72.000 130,000 130,000
360,613 235,239 595,952 674,452
4,687 5,196 9,883 8,180
3,360 6,013 9,373 12,247
1,187 2,515 3,702 1,568
46 488 534 616
5,968 63,013 63,981 69,400
15,248 71,223 92,473 92.011
737 503 1.260 116
65,232 26,002 91,234 89,673
12,932 4,190 17,122 13,777
6.584 5,949 12,533 5,190
3,101 1,497 4,598 5,475
(Continued)



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2004 ANID 2003

2004
CATV & 2003
Telephone Internet Total Total
OPFERATING EXPENSES - (Continued)
Administrative and general expense: (Continued)

Compensation insurance S L1138 $ o $ L7405 3,099
Employees' group insurance 20,614 8,848 29,462 25512
Trustees’ fees 630 270 00 900
Dues and subscriptions 1,908 1,587 3,495 3,306
Franchise requirement - cost of
services to City of Lanrens 772 2,870 3,642 5,905
Legal publications 283 379 1,264 949
Adveriising and promotion 1,915 031 2.846 4,561
Convention, meeting, and travel expense 1,261 816 2,077 4711
Diepreciation 2,241 2,451 4,692 7251
Motor velncle and work
equipment expense 1,089 LR 2.877 304
EQ11 fees G392 - 9,392 10,373
Miscellaneous 2,556 1,154 3710 1.203

Total administrative and

general expense 133,151 58.433 191,584 184,389

Total operating expense 500,769 371,500 881,269 950,968

Net Income (loss) & 40,754 $ (89018  S(48267) 5. 98347
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Schedule 3

e R £111 1) 501 id b1 | D R L Accymmlats
Balance Totance Balanee
Fanuary | Decetnber 31, Depreciation Jarwary 1, Drecember 31,
204 Additiens Transfers  Deletions 2004 Rate 2K Expense Transfers  Relirements 2004

D:S vibution Sys

Head end equipment & 39451 I . $ o 1.00% $ 27292 % 39068 5 5 - 5 31366
Other Equipinent
fTrce fumiture and fixtures 1053 - 14 834 £ 2008 . - 5,318
Transportation equipniont - - - 12,759 20,00 E -
Laboratory equipmient - - 11044 16,00 - -
Commanication equipiment 1000 - .
Total rleplione plant in service 1818 - - _ASRGS __RJUS T e
B.I80 - B - 8280 (L00 - - - -
Towers and anteunas 142,058 - - B 142,058 508 - -
Buildings 7,108 - - - 7148 300 - -
Tower site sguipment P8.545 - - - 18.343 143,06 - -
Head end cquimment : 8,763 - - 475 A7 .40 - -
Satellite dishes 32,588 - - - 52,583 10,00 - -
Traps and fitiers L8308 . e : 23,00 - -
709,603 - s —
13
Oﬁlw fueruitire sod fixtures 10,282 1466 B - 6.70-20.00 - - 5629
Transporiation sguipment 8,506 - - - 000 - - BEEe
Lab equipment 13,239 - - ~ 1200 - - 5638
Communication equipment o 19,00 o e L
. [ - Laaulr
Total CATV and internes plant i service _3ALguR Ay . . - e, xR
Taotal Plant in Service 838,769 143786 - - - - 437.6%0
Camstruction Work in Process - - - - _ k) - - JU— T
Total Utifity Plart 3838769 §10.736 8 - > $849.355 §437.89¢
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
COMMENTS ON STATEMENT OF NET ASSETS
DECEMBER 31, 2004

UTILITY PLANT Cost $849,555
Accumulated Depreciation 437 690 S411,865

Details of the utility plant are shown in the preceding schedule.

CASH AND CASH EQUIVALENTS $249.097
This balance consists of the following:
Interest
Rate Amourd
Demand deposit KOW account:
Laurens State Bank - money market account 1.25% 249097
ACCOUNTS RECEIVABLE $112.183
This balance consists of the following:
Accounts receivable - cable, internet, and telephone sales:
November 15, 2004 - December 15, 2004 and past due S 42,045
December 16, 2004 - December 31, 2004 L,708
Accounts Receivable Access Fees:
Octaber 19, 2004 - November 19, 2004 and past due 41,867
November 20, 2004 - December 31, 2004 28313

Less: Allowance for doubtful accounts

PREPAID EXPENSES $ 1.961

This balance consists of the following:
Prepaid insurance 5..1.961
NET ASSETS 5596.961

Following is a summary of the changes in this account during 2004:

Balance, Yanuary 1, 2004 $645,223
Change in net assets {48.262)

Ralance, December 31, 2004
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ACCOUNTS PAYABLE

This balance consists of the following:

National Cable Television Cooperative - December programming
Pocahontas F911 - 4° quarter E911 fees

Long Lines - Telephone fees

Long Lines - Carrier access billing fees

Laurens Municipal Broadband Communications Utility - Joint use fees
MTV - December programming

Ablers Law Firm - professional services

Laurens House of Print - phone books and supplies

Various, each less than $1,000

OTHER CURRENT AND ACCRUED LIABILITIES

This balance consists of the following items:

Acerned vacation, payroll and benefits
Accrued sales, use, and excise tax

23

$ 6,114
2,301
5,645

14,686
130,000
1,203
1,309
4,448

$166.997

$ 11,148



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE
AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Board of Trustees
Laurens Municipal Broadband Communications Ulility
Lavrens, Iowa

We have audited the financial statements of Laurens Municipal Broadband Communications Utility, as of
and for the vear ended December 31, 2004, and have issued our report thercon dated April 21, 2005, We
conducted our andit in accordance with auditing standards generally accepted in the Usited States of America and
the stanclards applicable to financial audits contained in Government Anditing Standards, issued by the
Comptrofler General of the United States,

As part of obtaining reasonable assurance about whether Laurens Municipal Broadband Communications
Utility’s financial statements are free of material misstatement, we performed tests of its corpliance with certain
provisions of laws, regulations, and contracts, noncomphance with which could have a direct and nraterial effect
on the determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was nol an objective of our audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing
Standards.

Comments involving statutory and other legal matters about the Utility’s operations for the year ended
December 31, 2004 are based exclusively on knowledge obtained from procedures performed during our audit of
the financial statements of the Utility. Since our audit was based on tests and samples, not all transactions that
might have had an impact on the comments were necessarily audited. The comments involving statutory and
other legal matters are not intended to constitute legal interpretations of those statutes. Prior year statutory
coments have been resolved.

In planning and performing our audit, we considered Laurens Municipal Broadband Communications
Utility’s internal control over financial reporting in order to determine our anditing procedures for the purpose of
expressing our opinion on the financial statements and not 10 provide assurance on the internal control over
financial reporting. However, we noted certain matters involving the internal control over financial reporting and
its operation that we consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgment, could adversely affect Laurens Municipal Broadband Communicafions Utility’s
ability to record, process, summarize, and report financial data consistent with the assertions of management in
the financial statements. Reportable conditions are described in Part 1 of the acoompanying Schedule of Findings.
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A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be material in
relation to the financial statcments being audited may oceur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in internal control that might be reporfable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses. However, of the reportable conditions described above, we believe items 1-A-04 and I-C-04 are material
weaknesses. Prior year reportable conditions have been resolved except for items I-A-04, 1-B-04, and 1-C-04,

This report, a public record by law, is intended solely for the information and use of the offictals, emplovees,
and citizens of Laurens, lowa and other parties to whom Laurens Municipal Broadband Communicatiops Utility may
report. ‘This report is not intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of the Utility
during the course of cur andit.

Should you have any questions concerning any of the above matters, we shall be pleased to discuss them with
you at your convenience,

" uy o
R b

April 21, 2005



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
SCHEDULE OF FINDINGS

YEAR ENDED DECEMBER 31, 2004

Part I Findines Belated fo the Financial Statements:

INSTANCES OF NONCOMPLIANCE:

Na matters wese noted.

REPORTABLE CONDITIONS

[-A-(34

[-B-04

Serrepation of Duties - One important aspect of internal control is the segregation of duties

among employees to prevent an individual employee from handling duties which are
incompatible. We noted that bank deposits, opening mail, recording receipts and disbursements,
checks and payroll preparation, and bank reconciliations are all handled by two mdividuals.

Recommendation - We realize that with a limited number of office employees, segregation of
duties is difficult. However, the Utility should review its controt procedures to obtain the
rmaximum internal control possible under the circumstances.

Response - The Board of Trustees along with the General Manager will review the financial
statements and internal control procedures, in detail, every month, We now have three individuals
who will be rotating the duties of opening mail, bank deposits, and recording receipts and
disbursements. We also require two signatures on all check disbursements.

Conclusion - Response accepied.

Electronic Data Processing Systems - During our review of internal control, the existing control
activities in the Utility’s computer based systems were evaluated in order to deternune that activities,
from a control standpoin, were designed to provide reasonable assurance regarding the

achievement of objectives in the reliability of financial reporting, effectiveness and efticiency of
operations. and compliance with applicable laws and regulations. The following weaknesses in

the Utility’s computer based systems were noted:

The Utility does not have written policies for

+

password privacy and confidentiatity,

- requiring password changes because software does not require the user to change
logins/passwords periodically,

- ensuring that only software licensed to the Utility is installed on computers,

- requiring user profiles to help limit access to programs to those who have a fegitimate need,

Also, the Utility does not bave a written disaster recovery plan.
Recommendation - The Utility should develop written policies addressing the above items in order to

improve the Utility’s confrol over computer based systems and a writlen disaster recovery plan should
be developed.
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LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2604

Part I: Findings Related to the Financial Statements: (Continued)

REPORTABLE CONDITIONS: (Continued)

1-B-04  Electronic Data Processing Systems - (Continued)

Response - The Utility will work to develop written policies addressing disaster recovery, password
privacy, confidentiality, and personal use of computer equipment and software.

Conclusion - Response accepted.

[-C-04  Reconciliation of Utitity Billings, Collections, and Delinquencies - Utility billings, collections, and
delinguent accounts were not reconciled throughout the year.

Recommendation - Procedures should be established to reconcile Utility billings, collections, and
definquencies for each billing period.

Response - The Utility will develop procedures to reconcile the Utility’s billing, collections, and
delinquencies for each billing period..

Conclusion - Response accepted.

Part II; Other Findines Belated to Statutory Reporting:

-A-04  Official Depositories - A resolution naming official depositories has been adopted by the Board.
The maximure deposit amounts stated in the resolution were not exceeded during the year ended
December 31, 2004,

II-B-04  Budget - Utility expenditures during the year ended December 31, 2004 did not exceed the

amounts budgeted.

H-C-04  Questionable Expenditures - We noted no expenditures which may not meet the requirements of
public purpose as defined in an Attorney General’s opinion dated April 25, 1979,

[I-D-04  Travel Expense - No expenditures of Utility money for iravel expenses of spouses of Utihity
officials or employees were noted.

I-F-04  Business Transactions - We noted no business transactions between the Utility and Utility officials
or employees.

[1.F-04  Bond Coverage - Surely bond coverage of Utility officials and employees is in accordance with

statutory provisions. The amount of coverage should be reviewed annually to insure that the
coverage is adequate for current operations.

27



LAURENS MUNICIPAL BROADBAND COMMUNICATIONS UTILITY
SCHEDULL OF FINDINGS

YEAR ENDED DECEMBER 31, 2004

Part [ Other Findings Related to Staturory Repoding: (Continued)

[J-G-04  Trustee Minutes - No transactions were found that we believe should have been approved in the
Trustee minutes but were not.

H-H-04  Deposits and Investments - We noted no instances of non-compliance with the deposit and
mvestment provisions of Chapter 12B and 12C of the Code of lowa.



